Isotone Recursive Methods for Overlapping Generation Models with Stochastic Nonclassical Production by Erikson, Jaime et al.
University of Connecticut
OpenCommons@UConn
Economics Working Papers Department of Economics
August 2005
Isotone Recursive Methods for Overlapping








Follow this and additional works at: https://opencommons.uconn.edu/econ_wpapers
Recommended Citation
Erikson, Jaime; Morand, Olivier F.; and Reffett, Kevin L., "Isotone Recursive Methods for Overlapping Generation Models with
Stochastic Nonclassical Production" (2005). Economics Working Papers. 200551.
https://opencommons.uconn.edu/econ_wpapers/200551
Department of Economics Working Paper Series
Isotone Recursive Methods for Overlapping Generation Models














This working paper is indexed on RePEc, http://repec.org/
Abstract
Based on an order-theoretic approach, we derive sufficient conditions for the
existence, characterization, and computation of Markovian equilibrium decision
processes and stationary Markov equilibrium on minimal state spaces for a large
class of stochastic overlapping generations models. In contrast to all previous
work, we consider reduced-form stochastic production technologies that allow
for a broad set of equilibrium distortions such as public policy distortions, so-
cial security, monetary equilibrium, and production nonconvexities. Our order-
based methods are constructive, and we provide monotone iterative algorithms for
computing extremal stationary Markov equilibrium decision processes and equi-
librium invariant distributions, while avoiding many of the problems associated
with the existence of indeterminacies that have been well-documented in previ-
ous work. We provide important results for existence of Markov equilibria for
the case where capital income is not increasing in the aggregate stock. Finally,
we conclude with examples common in macroeconomics such as models with
fiat money and social security. We also show how some of our results extend to
settings with unbounded state spaces.
Journal of Economic Literature Classification: C62, E13, O41
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